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Observations  on  a Table  shewing  the  Balance  of  Account  between 
the  Mercantile  Public  and  the  Bank  of  Englaiid. 

By  Mr.  William  Langton. 

[Road  December  30th,  1857,] 


The  Table,  wliicli  I have  the  honour  of  submitting  to  the 
Statistical  Society,  has  been  compiled  from  the  Returns  pub- 
lished by  the  Bank  of  England  weekly  since  the  passing 
of  the  Act  of  1844.  It  shews,  in  thousands,  the  difference 
between  the  amounts  recorded  as  “ Other  Securities,”  and 
those  placed  under  the  head  of  “ Other  Deposits.  The 
latter  are  not  strictly  confined  to  commercial  accounts,  but 
such  of  the  public  accounts  as  are  classed  with  them,  have 
a character  distinct  from  the  accounts  of  “ Public  Deposits  ” 
kept  with  the  Bank  of  England,  as  agents  for  the  collection 
of  the  revenue  of  the  State. 

The  “ Other  Securities  ” consist  principally  of  bills  dis- 
counted, and  loans  on  securities  temporarily  deposited  by 
individuals,  as  distinguished  from  “ Public  Securities  of  a 
more  or  less  convertible  character,  in  which  the  Bank  of  England 
keeps  invested  a portion  of  her  capital.  These  two  heads, 
therefore,  of  “ Other  Deposits  ” and  “ Other  Securities,”  may 
be  taken  to  represent  the  use,  which  the  commercial  public 
make  of  the  Bank  of  England  for  their  own  purposes ; and  as 
one  or  the  other  of  these  two  items  is  in  excess,  we  discover 
whether  the  mercantile  community  are  in  a condition  of 
ease,  with  unemployed  funds  at  call,  or  whether  their  neces- 
sities require  them  to  lean  for  assistance  on  the  Bank  of 
England, — and  in  what  degree. 
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H aving  derived  many  useful  indications  of  the  course  which 
comnercial  affairs  were  taking,  by  observing  the  fluctuations 
in  tiese  figures,  I have  constructed  from  them  a chart,  the 
curv  es  in  which  shew  to  the  eye  these  movements  during  the 
last  thu’teen  years. 

Tie  first  thing,  which  will  be  noted  on  inspection  of  this 
chart,  is  the  quarterly  fluctuation,  exhibiting  an  almost  in- 
varii  .hie  increase  in  the  demands  of  the  public  upon  the  Bank, 
fron  the  second  week  in  each  quarter  up  to  the  first  week  in 
the  : bllowing  one.  This  is  accounted  for  by  the  gradual  absorp- 
tion of  the  means  of  the  public  through  the  collection  of  the 
reve:  me,  and  the  release  of  these  funds  by  the  payment  of  the 
divi(^ends.* 

T;  lis  short  and  superficial  wave  is  accompanied  by  another, 
not  so  easily  detected,  (because  sometimes  absorbed  in  a larger 
movement)  and  more  difficult  to  account  for.  It  has  an  annual 
inert  ment  and  collapse,  and  is  doubtless  connected  with  the 
action  of  the  seasons  upon  trade.  In  the  midst  of  other 
disti  rbances,  this  wave  may  be  traced  in  the  magnitude  of  the 
operitions  of  the  third  and  fourth  quarters,  and  the  almost 
invaiable  lull  in  the  second  quarter  of  each  year;  the  third 


* ] t was  a cognizance  of  tlie  regularity  of  this  movement,  coupled  with  the 
state  )f  their  bill  cases,  which  gave  the  Directoi-s  of  the  Bank  so  much  confidence 
to  fac ! the  crisis  of  1847,  without  shrinking  from  their  responsibility  to  carry  out 
the  la  kv  of  1844.  The  tradition  of  this  has  probably  emboldened  their  successors, 
and  n ade  them  inattentive  to  some  of  the  signs  of  the  times.  At  no  time  during 
1857,  and  only  three  or  four  times  in  1856,  did  the  proportion  of  the  total 
metal  ic  reserve  come  up  to  the  mean  per  centage  of  .80  per  cent,  of  the  total 
liabiliies  in  both  departments  of  the  Bank.  And  in  no  return  during  1857, 
did  tlie  reserve  in  the  banking  department  amount  to  the  mean  figure  of 
eight  nillions.  It  only  required  a revulsion  in  some  foreign  market,  or  a bad 
harvest,  to  have  brought  about  the  crisis  in  October,  1856.  Both  in  1856  and 
185/  he  growing  pressure  during  the  third  quarter  of  the  year  was  excessive  ; 
in  18*7,  moreover,  the  starting  point  was  much  higher  than  common  ; yet  in 
neithe  c year  did  a rise  take  place  in  the  rate  of  discount  at  the  Bank  of 
Engla  id,  until  it  had  become  an  urgent  measure  of  self-preservation,  the  delay 
in  resorting  to  which  necessitated  its  being  taken  with  a violent  rapidity 
calculi  i.ted  to  produce  panic. 
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quarter  being  generally  marked  by  rapid  increase  in  the  demand 
for  accommodation  at  the  Bank.  The  culminating  point  of  the 
movement,  originating  in  the  third  quarter  of  the  year,  appears 
to  be  a moment  favourable  to  the  bursting  of  those  periodical 
storms,  in  which  the  commercial  difficulties  of  the  country 
find  their  crisis. 

These  disturbances  are  the  accompaniment  of  another  wave, 
which  appears  to  have  a decennial  period,  and  in  the  generation 
of  which  moral  causes  have  no  doubt  an  important  share.  One 
thing  is  observable  on  the  face  of  the  chart,  and  especially  note- 
worthy, namely,  that  out  of  fifty-three  quarters  of  years  recorded, 
there  are  only  six  in  which  trade  can  be  said  to  have  shewn 
entire  independence  of  the  accommodation  offered  by  the  Bank 
of  England ; while  the  extent  to  which  the  means  of  the  Bank, 
and  even  the  credit  of  the  State  have  occasionally  been  used  by 
the  public,  implies  an  amount  of  trade  inconsistent  with 
prudence,  and  often,  in  consequence  of  its  excess,  unremu- 
nerative,  if  not  destructive  of  much  of  the  material  wealth  of 
the  country. 

It  is  foreign  to  our  present  purpose  to  inquire  into  the 
remoter*  consequences  of  over-trading ; whether — allowing  that 
the  equalisation  of  wealth  over  the  face  of  the  earth  is  in  the 
end  a great  benefit— this  object  be  not  more  rapidly  accom- 
plished by  such  spasmodic  action,  than  by  the  steady  though 
slow  progress  of  a cautious  trade.  While  there  are  naked  people 
to  be  clothed,  hungry  to  be  fed,  and  waste  places  to  be  culti- 
vated, there  is  great  scope  for  the  extension  of  commerce.  The 
consuming  powers  of  many  foreign  markets  have  only  been 
ascertained  after  immense  sacrifices  on  the  part  of  the  specu- 
lators who  first  opened  them.  Had  it  depended  on  our  cautious 
capitalists,  the  net-work  of  railways  which  covers  the  land 

would  not  yet  have  been  created. 

Whatever  may  be  the  remote  advantages  springing  from 
such  irregular  impulses,  the  fact,  of  which  we  are  painfully 
sensible  throughout  the  civilised  world  at  the  present  moment, 
is  the  suffering  immediately  entailed  upon  the  industrious 
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classes  by  the  re-action.  The  prompting  cause  of  these  convul- 
siv  3 movements  appears  to  lie  in  the  inordinate  use  of  Credit. 

Credit,  like  wine,  is  a “good  familiar  creature,  if  it  be  well 
usiid,”  but  equally  liable  to  abuse.  Credit,  having  a legitimate 
origin,  is  like  the  image  in  a mirror,  existent  only  -when 
rej  resenting  a tangible  reality  ; if  of  spurious  birth,  it  is  an 
ign  is  fatuus,  leading  astray  the  unwary.  \^^hile  Capital  may  be 
sai  i to  resemble  the  seed  deposited  in  the  earth,  and  destined 
to  be  prolific  of  plenty.  Credit  may  be  likened  to  the  tillage 
wdi  ich  stimulates  production.  It  is  a “ force  ” like  those  in 
ph_  ^sics  called  “ imjionderables,”  which  act  with  a power  hitherto 
un  Measured  on  ponderable  matter.  Credit  is  in  commerce 
wdiit  faith  is  in  religion — (wdth  reverence  be  it  spoken), — a 
“substance  of  things  hoped  for,”  an  “evidence  of  things  not 
see  a;”  giving  life  to  what  otherwise  might  lie  dead.  It  is  the 
agency  by  which  Capital,  unproductive  in  certain  hands,  is 
ma  ie  to  pass  into  others,  who  fertilize  it  by  industrial  use,  or, 
it  may  be,  waste  it  in  reckless  adventure. 

That  this  active  principle,  vivifying  and  giving  motion  to 
Ca  )ital,  has  not  its  intrinsic  value,  is  proved  by  Credit 
alvays  being  at  a discount,  greater  or  smaller,  according  to 
cin  lumstances.  What  is  commonly  called  interest  of  money  may, 
in  nany  instances,  more  properly  be  rendered  discount  of  Credit. 

The  most  active  instruments  in  the  process  of  trans- 
mil ting  Capital  from  one  hand  to  another  are  Banks  and 
Dis  count  houses ; they  deal  in  Credit.  The  Banker  sells  his 
ow:i  Credit  when  he  takes  in  a deposit;  he  buys  that  of 
other  people  when  he  employs  that  deposit  in  discounting 
bills,  or  makes  a lodgment  of  cash  with  an  agent  or  bill 
broker.  He  may  also  buy  the  Credit  of  the  State  by  investing 
in  Stock,  or  Exchequer  Bills.  Should  he,  in  the  course  of  his 
business,  part  with  any  of  his  bills  before  their  maturity,  he 
aga  in  sells  his  own  Credit,  strengthened  by  that  of  the  drawers 
and  acceptors,  and,  it  may  be,  of  numerous  endorsers.*  The 
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sale  of  his  own  Credit  at  a small  discount,  and  the  purchase  of 
another’s  Credit  at  a larger  one,  yield  the  profit  of  his  trade.  He 
is  enabled  to  gain  this  advantage,  partly  from  the  safety  attri- 
buted to  his  Credit,  in  the  knowledge  of  his  paid-up  Capital,  and 
of  the  character  of  his  shareholders,  in  the  case  of  a Joint- 
Stock  Bank ; of  his  fortune,  if  a private  Banker ; or,  in  either 
case,  from  the  prestige  of  good  management : partly  also  from 
the  circumstance  of  his  attaching  to  the  sale  of  his  Credit,  the 
very  favourable  terms  of  its  redeemableness  on  demand,  or  on 
very  short  notice.  Experience  has  shewn  him  what  amount  of 
his  own  Credit  he  can  calculate  at  all  times  on  keeping  afloat, 
and  by  this  he  regulates  the  amount  and  term  of  his  investment 
in  the  Credit  of  other  people. 

The  State,  everywhere  claiming  control  over  the  coinage  of 
money,  ought  to  be  responsible  for  all  the  tokens  representing 
the  coin  of  the  realm.  The  abrogation  of  this  function  and 
the  delegation  of  its  authority,  as  far  as  the  issue  of  paper 
money  is  concerned,  to  the  Bank  of  England,  and  other  so 
called  Banks  of  Issue,  has,  perhaps,  more  than  anything 
else,  brought  about  the  fallacious  notion  that  Banking  is  a trade 
in  money.* 

The  separation  of  the  Issue  from  the  Banking  department,  in 
the  returns  published  by  the  Bank  of  England,  has  been  of 
great  use  in  clearing  away  the  confusion  caused  by  blending 
functions  so  entirely  distinct  in  their  character.  If  this  separa- 
tion w^ere  made  more  complete,  and  the  private  issues  of  paper 
throughout  the  country  merged  into  one  common  system,  the 
matter  w'ould  be  still  further  simplified,  and  we  should  find  it 
no  longer  difficult  to  distinguish  between  the  action  of  the  Bank 


* A certain  amount  of  money  changing  is  doubtless  incidental  to  it.  Two  of 
the  great  Discount  houses  in  the  city  of  London,  actually  style  themselves  in 
tlie  Post  Office  Directory  “money  dealers;”  whereas  their  immense  Banking 
operations  are  probably  earned  on  entirely  without  the  intervention  of  money. 
Money  forms  the  merest  fraction  of  the  turn-over  of  a London  Bank.  In 
Manchester,  above  one  half  of  the  turn-over  of  the  customers  of  a Bank  may 
take  place  in  notes  and  coin  paid  over  the  counter,  but  in  Livei’pool  it  is  not  so. 
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of  E Qgland,  in  her  capacity  as  a mere  agent  of  the  State  for 
the  Management  of  the  circulation,  and  in  her  own  proper 
func  ions  as  a dealer  in  Credit. 

T]  le  State  itself  in  this  country  is,  however,  the  most  gigantic 
trad(  r in  Credit  ever  known  in  the  history  of  the  world,  and 
enjoys  a confidence  of  the  public  little  less  than  miraculous. 
She  tias  actually  sold  so  much  of  her  own  Credit,  as  has  brought 
into  ber  hands  above  eight  hundred  millions  of  the  accumulated 
weal  h of  the  country,  and  she  has  literally  nothing  to  shew  for 
it.=:=  The  terms  on  which  this  great  deposit  was  obtained  is  not 
even  an  engagement  to  repay  after  a period  of  time,  (except  in  the 
case  of  a small  amount  of  terminable  annuities,  which  form 
little  more  than  one-eighth  part  of  the  whole  payment  of 
inter  3st,)  but  simply  the  pledge  of  a rent  charge  on  the  future 
productive  power  of  the  country;  and  this  security,  which 
pass€  s from  hand  to  hand  at  the  present  moment  at  thirty-one 

years’  purchase,  was  valued  at  more  than  thirty-three  in  the 
year  1853.  f 

Tl:  e Act  of  1844  legalised  the  use  of  an  amount  of  this  credit, 
value  a at  fourteen  millions  sterling,  as  a basis  of  so  much  issue 
of  paier  money;  and  permitted  an  enlargement  of  the  sum,  in 
prop(  rtion  to  the  withdrawal  from  circulation  of  the  notes  of 
priva  e issuers.  This  appears  to  me  to  have  been  a serious 
mistake  in  Sir  Robert  Peel’s  measure;  it  seems  to  imply  an 


* Tl  le  Interest  on  the  public  debt  absorbs  about  40  per  cent,  of  the  gross 
revenu ; of  the  State. 

t A ninilar  charge  on  the  resources  of  France  has  only  a market  value 
of  twer  ty-two  yeai-s’  purchase. 

If  tl  e public  debt  of  the  country  were  named,  as  is  that  of  France,  by  the 
annual  income  represented,  we  should  be  kept  more  constantly  in  mind  of 
what  tl  iis  debt  really  is.  The  principal,  which  our  mode  of  designating  its 
market  value  implies  to  exist,  has  long  since  vanished,  and  the  perpetual 
annmty  m itself  a drain  upon  the  country’s  wealth,  acts  by  the  value  which 
the  pub  ic  attaches  to  its  security,  as  one  of  the  readiest  instruments  for  con- 
vej-ing  loating  capital  from  one  hand  to  another,  under  a delusive  expression 
implyin  ; that  an  investment  is  made  in  property. 
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assumption  that  the  private  issue  is  in  like  manner  unrepre- 
sented by  value ; whereas,  for  every  note  issued  by  a Bank,  it 
ought  to  have  had  money  or  money’s  worth  paid  in. 

The  moment  chosen  for  bringing  into  play  the  extension  of 
the  unreal  basis  of  the  circulation,  by  the  addition  last  year  of 
£475,000.  was  most  inopportune,  as  it,  no  doubt,  aggravated 
the  tendency  already  existing  to  export  the  precious  metals, — 
a movement  even  then  threatening  us  with  commercial 
embarrassment. 

Since  the  passing  of  the  Act  of  1 844,  the  issue  of  the  Bank 
of  England,  strictly  regulated  by  law,  is  virtually  the  issue  of 
the  State.  Taking  the  mean  issue  at  twenty-nine  millions, 
nine  millions  may  be  held  as  a mean  reserve  for  the  purposes 
of  the  Bank  of  England ; leaving  about  twenty  millions  as  the 
mean  amount  in  other  hands,  usually  termed  “ active  circu- 
lation.” Fourteen  millions  and  a half,  or  one-half  of  the  mean 
gross  issue,  is  based  on  deposits  of  coin  and  bullion ; about 
fourteen  millions  and  a half  is  utterly  baseless.  Nevertheless, 
the  faith  of  the  public  is  unshaken.  The  privilege  of  issuing 
this  promise  to  pay  on  demand,  without  any  means  of  redeeming 
it,  is  called  public  economy ; but  it  may  fairly  be  questioned, 
whether  it  be  not  an  economy  for  which  we  pay  very  dearly,  since 
it  seems  likely  to  act  as  an  incentive  to  the  inflation  of  credit, 
and  to  reckless  speculation,  the  results  of  which  are  painfully 
present  with  us  at  this  time. 

If  we  allow  that  the  trade  of  the  country  may  legitimately 
give  full  employment  to  the  floating  capital  which  it  possesses, 
it  is  self  evident  that,  while  in  a healthy  and  natural  state,  it 
ought  not  to  absorb  more  than  this  portion  of  the  national 
wealth.  That  it  has  latterly  shewn  a tendency  to  do  this,  might 
be  inferred  from  the  reckless  system  long  suspected  to  exist, 
and  now  glaringly  exposed  in  the  recent  failures  at  Glasgow  and 
elsewhere.  The  action  which  was  taking  place,  may  be  briefly 
described  as  a process  by  which  the  products  of  domestic 
industry  have  been  forced  upon  foreign  mai’kets,  in  excess  of 
their  power  of  making  returns.  The  extension  of  our  export 


IG 


:MR.  WILLTA.M  LANGTON 


trad  3 had  been  matter  of  observation  in  the  tables  published 
by  t le  Board  of  Trade  ; and  it  had  been  made  a frequent  boast, 
as  il  an  unequivocal  sign  of  commercial  prosperity,  whereas  it 
shoi  dd  have  been  heeded  as  a note  of  warning.* 

There  would  be  no  difficulty  in  citing  examples  from  both 
hen  ispheres,  where  a competition  for  the  returns  has  driven  to 
extrivagant  prices,  both  the  raw  products  of  those  countries, 
and  other  investments  which  their  public  works  presented. 
Her  ce  the  inadequacy  of  the  returns.  The  enormous  influx  of 
golc  from  Australia,  which  to  superficial  observation  seems  to 
enri  eh  us,  has  most  certainly  formed  no  exception  to  this  pro- 
cess , having  long  ago  been  paid  for  by  the  products  of  British 
indi  istry,  and  having,  in  truth,  been  very  dearly  bought. 

C old  and  silver,  representing  a portion  of  the  floating 
capi  tal  of  the  country,  latterly  formed  a part  of  our  excessive 
exp(  rts,  and  are  bringing  back  ruinous  returns  from  the  East 
at  tie  present  moment. f Any  disturbing  influence,  such  as 
war  bad  harvests,  or  even  mistrust  of  the  usual  instruments  of 
excl  lange,  causes  rapid  movements  in  this  portion  of  our  floating 
capital.  It  partakes  in  all  the  fluctuations  of  our  commerce, 
and  as  its  abundance  or  scarcity  can  be  measured  by  its  accu- 
muiation  in,  or  abstraction  from,  the  coffers  of  the  Bank  of 
England,  the  w^eekly  publication  of  the  reserve  kept  in ‘that 
esta  blishment  is  not  only  a very  certain  index  of  the  action  of 
inte  rchange  upon  that  portion  of  our  capital  applicable  to  trade, 
but  also  of  the  general  movement  of  the  entire  floating  capital 
of  t le  country. 

1 he  commercial  excesses  which  cripple  our  financial  resources 
are  of  no  unfrequent  occurrence,  yet  the  intervals  between  them 
are  sufficiently  distant  to  iveaken  the  practical  value  that  should 
be  ierived  from  the  experience  of  their  disastrous  effects.  The 

1 The  amount  of  annual  exports  has  reached  the  value  of  ^1 20,000,000. 

f :’welve  and  a half  millions  in  1856,  and  seventeen  millions  in  1857,  mostly 
silve  •,  are  stated  to  have  been  exported  to  the  East. 
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suffering  entailed  by  them  upon  the  masses  is,  however,  so 
serious,  that  it  behoves  us,  while  the  impression  of  the  last 
crisis  is  fresh  in  our  minds,  to  enquire  into  the  cause  and  the 
possible  remedy  of  this  great  evil. 

In  considering  this  subject,  one  of  the  first  questions  which 
naturally  arises  is,  whether  there  be  not  something  in  our 
financial  system  which  (as  has  before  been  hinted)  may  be  an 
exciting  cause.  If  the  recent  financial  embarrassment  of  the 
country  has  been  brought  about  by  an  undue  extension  of 
foreign  commerce,  which  has  more  than  exhausted  the  floating 
capital  of  the  country,  there  must  be  some  fund  of  credit  upon 
which  it  has  impinged  in  the  process.  Is  not  the  public  credit 
of  the  country  always  staked  to  supply  such  a fund  of  exj)ansion  ? 
and  is  it  not  more  than  probable  that  this  circumstance  strongly 
promotes  amongst  us  the  spirit  to  over-trade  ? Is  not  this 
expansive  power  supplied  by  tlie  fourteen  and  a half  millions  of 
the  bank-note  circulation,  which  has  no  basis  upon  bullion  ; 
resting,  therefore,  not  upon  the  Capital,  but  on  the  Credit  of 
the  country  ? 

Although  our  circulation  has  this  mixed  basis,  it  does  not 
follow  that  the  portion  based  upon  credit  should  always  be  in  use ; 
and  hence  it  may  be  inferred  that  it  might  be  dispensed  with  in 
a wholesome  and  legitimate  state  of  trade.  It  is  made  evident 
by  the  chart  lying  before  us,  that  in  1852  all  the  wants  of  trade 
were  supplied  without  trenching  upon  it ; and  we  might  at  that 
time  have  reformed  our  system  without  feeling  any  incon- 
venience. Had  that  moment  been  selected,  for  effecting  an 
abolition  of  the  system  of  imperfect  convertibility  of  the  bank- 
note, established  by  the  law  of  1844,  and  for  placing  the  issue 
of  notes  upon  a purely  metallic  basis,  I believe  that  we  should 
have  had  an  earlier  and  therefore  a less  disastrous  check  to 
the  extravagance  of  our  export  trade. 

It  is  interesting  to  watch  the  growth  of  our  use,  or  rather 
misuse  of  this  reserved  fund  of  credit.  It  may  be  measured 
approximately  through  the  scale  exhibited  in  this  chart,  wffiich 
shews  how  a climax  was  gradually  reached  in  October,  1847, 
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when  nearly  the  whole  of  the  credit-based  circulation  was 
abso  rbed ; then  recording  a period  of  legitimate  and  profitable 
busi  less  which  ensued,  and  finally  indicating  the  actual  use 
mad  5 in  1857,  not  only  of  the  entire  fund  of  credit,  but  of 
two  nillions  more  recently  added  to  that  fund,  in  violation  of 
the  \ct  of  1844.* 

T le  power  of  accommodation  which  the  Bank  of  England 
seen  s to  derive  from  being  the  dispenser  'of  the  fund  of 
four  .een  and  a half  millions  of  public  credit  thrown  open  to 
spec  ilators,  makes  her  the  ultimate  resource,  if  not  the  feeder, 
of  i mprudent  commercial  enterprise.  Although  probably 
over^’ated  by  the  public,  great  powers  for  good  or  for  evil  are, 
no  doubt,  vested  in  the  Managers  of  an  Institution  so  gigantic 
as  tbe  Bank  of  England;  and  the  Directors  will  shortly  be 
called  upon  by  Parliament  to  shew  with  what  foresight  and 
disc  retion  they  have  exercised  their  influence.!  The  question 
shoi  Id,  therefore,  not  be  prejudged ; and  whatever  conclusions 
may  be  drawn  from  such  facts  as  are  patent  to  the  public,  we 
should  not  lose  sight  of  the  enquiry,  whether  the  existence 
of  8 fund  of  credit,  forming  by  law  a portion  of  the  basis  of 
the  circulation,  does  not  operate  with  a vicious  impulse  on  the 
community,  almost  uncontrollable  by  any  action  emanating 
from  the  Bank  Parlour. 

* a relation  be  not  recognised  in  these  circumstanecs,  the  coincidence  of 
the  igures  would  be  all  the  more  remarkable. 

f No  one  can  have  taken  an  active  part  in  the  direction  of  mercantile  affairs 
with  )ut  having  observed  how  much  they  are  influenced  by  circumstances,  as 
uncc  utrollable  as  the  tides  and  winds.  The  problem  is  how  to  steer  a safe 
com  30  through  them. 

hatever  may  be  the  opinions  entertained  of  the  prudence  and  skill  of  the 
Ban  i Directors,  no  one  can  deny  to  them  the  merit  of  always  exercising  a most 
who  esome  discrimination  in  their  discounts  of  mercantile  paper.  And  every- 
one must  acknowledge  that,  throughout  the  difficulties  of  1857,  they  met 
the  legitimate  wants  of  trade  with  a courage  and  a public  spirit  which  are 
bey(  nd  all  praise.  To  their  conduct,  and  to  that  of  smaller  establishments  acting 
in  tl  e same  spirit,  it  is  no  doubt  owing  that  the  crisis  was  not  attended  with 
still  greater  disaster. 
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POSTSCRIPT, 

(Referred  to  in  the  Note  at  page  12.) 

It  is  curious  to  notice  the  fallacies  which  are  passing  current 
at  present  upon  the  subject  of  Banking. 

A doctrine  is  propounded,  that  the  application  of  the  principle 
of  limited  liability  to  Banks  will  promote  their  better  manage- 
ment, and  therefore  their  greater  safety.  One  argument  used  in 
support  of  this  view  asserts  that  limited  liability  would  bring 
forward  a better  class  of  shareholders  and  directors.  Another 
represents,  that  if  the  ultimate  security  were  curtailed  by  a 
limitation  of  the  responsibility  of  the  shareholders,  the  public 
would  exercise  more  discrimination  in  dealing  with  Joint  Stock 
Banks ; and  that  the  character  of  their  management,  being  their 
sole  claim  to  the  enjoyment  of  credit,  would  consequently  be 
more  careful. 

These  seem  rather  contradictory  propositions.  The  public 
is  not  discriminating,  and  has  not  much  opportunity  of  forming 
a judgment  on  the  management  of  any  business,  except  by  the 
declared  result  of  ultimate  success  or  disaster ; but  the  public  can 
form  a tolerably  correct  opinion  on  the  strength  of  a proprietary — 
nothing  is  so  difficult  to  conceal  as  the  possession  of  wealth. 
Of  what  value  to  the  public  would  be  the  standing  of  the 
shareholders,  if  their  property  were  not  a guarantee  for  the 
engagements  of  the  Bank? 

Formidable  as  unhmited  liability  may  appear  in  theory,  recent 
legislation  has  deprived  it  of  its  terrors,  by  providing  in  case  of 
disaster  the  means  of  preventing  any  individual  shareholder 
from  being  singled  out  to  be  sued.  In  practice,  it  has  not 
hitherto  been  found  to  prevent  wealthy  and  intelligent  men  from 
becoming  shareholders  and  directors  of  Joint  Stock  Banks;  nor 
ought  it  to  do  so,  for,  with  ordinary  caution,  there  is  no  safer 
trade  than  Banking. 


I 


MR.  WILLIAM  LANGTON 


Jidging  by  analogy,  we  ought  to  infer  that  here,  as  elsewhere, 
the  ^ reater  the  responsibility,  the  greater  is  likely  to  be  the  care 
and  : brethought.  Legislation  will  not  make  men  wise  or  honest ; 
and,  under  any  constitution,  the  prudent  will  be  prudent  still, 
and  :he  reckless  will  be  reckless  still. 

E ihoing  the  words  put  by  the  reporters  into  the  mouth  of 
one  of  the  greatest  authorities  on  matters  of  Banking  and 
Cun  ency,  the  allowance  of  interest  on  deposits  is  denounced  as 
a lie  V and  vicious  practice ; whereas  in  the  country  it  has  been 
a usage  time  out  of  mind,  though  in  London  a comparative 
nove  Ity ; and  so  far  from  there  being  any  inherent  vice  in  the 
prac  ice,  there  can  be  no  doubt  of  its  having  proved  highly 
beneficial  to  the  public,  (whether  tradesmen  or  private  indivi- 
dual i)  and  of  its  leading  to  a considerable  economy  of  the  active 
circulation.  Bates  of  interest  improvidently  high  may  have 
been  promised  for  the  use  of  deposits ; but  this  is  no  proof  that 
the  system  is  wrong;  and  although  a change  of  policy  may  have 
causod  certain  disturbances  of  old  arrangements,  it  does  not 
folio  v that  there  is  not  a permanent  benefit  to  the  public. 

In  like  manner  there  is  a senseless  outcry  against  re-discounts. 
The  act  of  re-discounting  is  held  up  to  reprobation,  as  if  all 
paper  so  dealt  with  were  worthless,  and  as  if  there  were  an 
impiDpriety  in  the  act  of  a banker  parting  with  any  security 
once  taken ; whereas  such  movements  are  indispensable  to  meet 
the  f uctuations  of  deposits  ; and  there  can  be  no  greater  impro- 
priety  in  parting  with  good  mercantile  bills,  than  in  selling 
publ  c securities,  or  withdrawing  a .balance  from  the  hands  of 
a bill-broker.  One  plausible  objection  may  be  taken,  namely, 
that  though  a bill  is  paid  away,  the  responsibility  attaching  to  it 
still  remains.  This  is  true  ; but  the  responsibility  is  limited  as 
to  ti]  ae,  and  it  attaches  equally  to  every  previous  name  upon  the 
docu  nent,  so  that  in  point  of  risk,  the  last  endorser  is  in  no 
wors  j position  than  he  was  before  he  re-discounted  it.  As  a 
class  of  securities,  there  is  probably  none  less  risky  than  mer- 
canti  e paper.  It  is  not  affected  like  stocks  and  shares,  by 
fluctuation  of  the  market, — a most  important  consideration  in 
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selecting  h banking  investment.  Of  course  it  is  reprehensible 
to  re-discount  worthless  paper,  as  appears  to  have  been  done  by 
the  Western  Bank  of  Scotland  ; but  the  first  fault  and  folly  lay 
in  taking  such  paper  at  all.  These  are  questions  of  degree,  and 
therefore  of  management,  not  of  principle. 

Deposits  are  a growth  of  time.  Many  old  established  Banks 
have,  no  doubt,  more  of  them  than  they  can  safely  employ  in  the 
discount  of  mercantile  paper ; of  course,  they  will  have  other 
securities  which  they  may  prefer  to  realize  in  case  of  need,  and 
thus  require  no  re-discounts  ; nor  do  they  need  to  keep  any  of 
their  private  property  embarked  as  capital  for  business.  ith 
young  establishments  it  can  rarely  be  so.  Undoubted  mercantile 
securities  often  pour  in  upon  them  faster  than  the  accumulation 
of  deposits  ; and  by  re-discounting  some  of  their  bills,  they 
bring  into  their  hands  the  deposits,  which  would  otherwise  exist 
unemployed  in  other  districts.  It  is  notorious,  that  the  deposits 
of  agricultural  localities  find  extensive  employment  directly  oi 
indirectly  in  the  mercantile  and  manufacturing  districts  through 
this  process,  which  consequently  acts  very  beneficially  for  both. 

In  Lancashire,  where  the  terms  of  contract  in  selling  many 
commodities  allow  an  option  to  the  buyer  of  paying  by  bankers’ 
bills,  or  in  cash  at  a fixed  rate  of  discount,  it  is  sometimes  a 
great  economy  to  the  customers  of  a Bank  to  take  its  three 
months’  drafts  on  London,  or  its  endorsement  of  promiscuous 
bills,  instead  of  Bank  notes.  Before  1823,  this  was  the  common 
practice  ; with  the  fall  in  the  rate  of  interest  it  diminished  , and 
in  1847  and  1857  it  was  again  extensively  resorted  to.  With 
some  Banks  the  practice  is  more  or  less  kept  up  at  all  times. 

What  is  this  but  re-discounting  ? 

If  a Bank  keeps  within  its  walls  an  amount  of  cash,  good 

bills,  and  other  available  securities,  that  is  ample  to  meet  every 
claim  which  can  be  made  upon  it,  the  amount  of  its  re-discounts 
need  not  be  any  subject  of  anxiety  either  indoors  or  out  of  doors. 
If,  on  the  other  hand,  by  continued  mismanagement  it  has 
squandered  or  locked  up  in  an  inaccessible  manner  the  greatest 
part  of  the  funds,  which  should  have  been  kept  available  foi  its 
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trad'  5,  as  appears  to  have  been  the  case  with  the  Borough  Bank 
of  I iverpool,  every  bill  which  it  takes  must  be  re-discounted  to 
keej;  it  afloat  from  day  to  day,  and  a break-down  sooner  or  later 
is  inevitable.  The  error  does  not  lie  in  the  simple  fact  of 
re-discounting,  but  in  the  mismanagement,  which  has  exhausted 
all  a railable  resources. 

T le  Bank  of  France  has  been  somewhat  harshly  censured  for 
her  mportations  of  bullion.  She  is  represented  as  labouring  to 
fill  he  sieve  of  the  Danaides  at  great  cost.  The  operation, 
howjver,  may  be  quite  natural,  and  simply  amount  to  this — 
nam  dy,  that  finding  a drain  upon  her  resources  to  be  going  on 
in  a particular  channel,  she  realises  securities  in  order  to  meet 
it ; in  other  words,  finding  that  it  is  desirable  to  buy  the  credit 
of  m srchants,  she  sells  some  of  her  own  credit,  or  that  of  others 
whic  'i  she  possesses,  and  with  the  proceeds  meets  the  demand 
for  d iscounts. 

It  seems  somewhat  extraordinary,  that  when  the  Directors  of 
the  ] lank  of  England,  last  autumn,  felt  it  to  be  a temptation  or 
a dul  y to  go  on  extending  their  accommodation  to  the  mercantile 
pubi  c,  they  did  not  consider  it  a duty  to  themselves,  to  have 
gaint  id  the  power  to  do  so  by  realising  simultaneously  other  of 
their  securities,  so  as  to  keep  up  a just  measure  of  reserve. 
They  “cannot  both  eat  their  cake  and  have  their  cake,”  any  more 
than  other  people.  That  they  stood  possessed  of  convertible 
publi  e securities  is  evident,  from  the  fact  of  their  realisation  of 
them  after  the  crisis. 


A1  the  public  securities,  however,  held  by  the  Bank,  are  not 
convertible.  It  is  difficult  to  estimate  the  value  of  the  Dead- 
weig  it  Annuity ; probably  it  should  not  be  taken  at  less  than 
five  nillions ; and  it  may  fairly  be  asked,  whether  it  is  a safe 
posit  ion  for  an  institution  liable  to  be  called  upon  to  increase  so 
expansively  its  other  securities,  to  have  been  required  to  keep 
any  £ mount  of  its  capital  locked  up  in  a manner  so  unavailable 
for  tl  e supply  of  its  wants. 
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A TABLE 

Shnnn^  the  balance  of  Account  between  the  Memintile  Public 

and  the  Bank  of  England, 

FROM  1844  TO  1857,  INCLUSIVE:. 
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3 063 

2 231 
1 992 
1 036 
1 214 

594 

176 

942 

990 

1 920 

2 491 
1 505 
1 291 

874 

809 

530 
289 
113 
860 

1  871 


2  882 
715 
873 
443 
588 
1 099 

1 778 

2 096 
2 529 
2 779 
2 345 

2 573 

3 210 
3 695 

58 

463 

426 

584 

1 407 

2 003 
2 415 
2 086 
1 730 

213 
526 
1 373 
1 868 
172 
358 
626 
289 
751 

1 421 

2 253 

2 697 

3 529 

4 095 

5 687 

6 304 

7 239 
7 308 
4 761 
4 864 
4 933 
4 578 
4 651 

4 357 

5 303 
5 106 
5 615 

5 538 

6 036 
6 535 


3  992 
523 
403 
502 
962 
1 058 
1 169 
1 417 

1 997 

2 167 

3 207 

4 665 

5 485 
1 901 

1 968 

2 283 

3 122 

4 061 

4 557 

5 279 
5 158 
5 282 
5 316 

4 861 

5 470 
5 631 
3 349 
2 579 
2 210 

2 486 

3 029 

3 948 

4 360 
4 425 
4 776 

4 953 

5 573 

5 719 

6 988 

7 079 
3 900 
3 040 
3 115 
3 223 

3 656 

4 165 
4 135 

3 951 

4 041 
4 159 

4 572 

5 248 


5  500 
3 193 
3 354 

3 622 

4 007 
4 519 
4 410 
4 073 
4 405 
3 731 
3 366 
3 133 
3 159 
2 259 

967 
13 
229 
76 
338 
225 
383 
86,-i 
863 
908 
371 
63 
742 
2 367 
398 

1  030 

1 735 

2 635 

2 693 

3 321 

4 563 

5 667 

6 242 

7 243 

8 478 
8 954 
7 375 
7 025 
7 207 
6 661 
6 713 

6 901 

7 122 
6 634 
6 422 
6 038 

6 963 

7 415 


7 264 
3 448 
3 345 

3 879 

4 409 
4 819 
4 779 

4 423 

5 572 

5 643 

6 635 
6 318 
9 206 

8 201 
4 480 
4 022 
4 939 
4 640 
4 684 
4 359 
3 905 
3 297 

3 599 

4 129 

3 809 

4 993 

5 057 
1 075 

1 251 

2 496 

3 605 

4 325 
4 710 

4 541 

5 911 

6 502 

6 951 

8 333 

9 660 
11  259 
11  201 

8  573 

8 501 

9 141 
8 974 
8 941 
8 497 
8 217 
8 092 

7 786 

8 161 
8 830 


9  200 
5 700 
5 510 
5 844 

7 179 

8 300 
8 474 
8 461 

8 905 

9 580 
9 776 

10  096 

11  055 

12  231 
8 500 

7 741 

8 279 
8 920 
8 548 
8 856 

8 580 

9 077 
9 270 

9 238 
9 183 
9 804 

9 657 
5 536 
5 326 
5 861 

7 755 

8 416 
7 517 

7 588 

8 106 

8 992 

9 484 
9 960 

10  529 

11  834 

12  732 
9 407 
9 141 

10  707 
10  718 

13  178 
16  340 
16  399 
16  755 
15  670 

14  187 
12  936 
12  227 


I 


